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REPORT OF INDEPKNDENT REGISTERED P U B I X  ACCOUNTING FIRM 

Tbc Board of Dircctora and Stockholders of Time Warner Telacom, h c  

W e  tlavc audited the accompanying cnnsolidatcd balance shcets of Time Wmer Tclecom, h. as o l  
Dcurmher 31, 2004 nnd 2003, mid the relared consolidarcd statemcnts of operions, stockholders' equity, and 
cash flows for each of the thrw years in the period ended December 31, 2004. Our audits also included the 
rinencial sfatentent xchadtde listcd at pqe F-I. There financial stafemms and schedule ae the rzqpott&bilil)- of 
the Company's manegemcnt. Our r~rponsibility is €0 exprcss %1 opinion on these financial stsenrents and 
schedule based on our audits. 

Wc condiicred our studits in accordance wiih the standards of the Public Company "nmnnting Oversight 
Board (United Stater). Tho= standards require that wvz plan and prform &e audit io obtain reasonable assurance 
about whefher thc financial smtenicnts are free of material rnissuitement. An audit includcs examining, on a test 
basis, evidence supportin& the amounts and disclosores in tbc financial st&tcmen@. An audit also includes 
assessing the accounting principles uscd and significant estimate$ nu& by manugewenr, as well as evaluating 
the ovwall finaicial statement preseniaLion. We believe that our audit provides a rcawnable basis for our 
upinion. 

In our opinion, rhc ftnaitcial staierncnh referred to above prscnt fairly, in all material respects, rlre 
consolidated finnncial parition of Time Warner Teleconi, Inc. at Decemher 31, 200;1, arul the consolidnted msulls 
of its openitions imd its csh flows for each of tht three years in the period rnM December 31, 2004. in 
conformity with US. gcneralfy ncczplcd accounting principles. hlzo in our opinicm, the relnlrd financial 
statement schcdulc. when considered i n  rchfion to the basic financial mtcments taken as a whole, prcsenc? 
iairly, in a11 riwerial respcts, the iniormntiw set foah therein. 

We also have audited, in ttccordance with the uandards of the Public Company Accounting Oversighi Boilrd 
{United Stairs), the effectiveness of Time %'mer Tclecom, Inc.'s internal control over financial rcponing 8s of 
Dcccmber 31, 2004, bared on critei-ia estriblishcd in Imernal Coniml-Integrate4 Frmework issued by the 
Commitice of Sponsoring Organizations of the Treadway Commission and our report dwd Mwcli 14. 2005 
expreucd an unqualified opinion thereon. 

/dEnrst& YourigLLP 

Denver. Colortido 
MiLTch 14, ZOOS 
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TIME WAENER TELECOM INC. 

CONSOLIDATEU BAL.4NCE SHEETS 
December 31,2601 and 2003 

2004 2083 
(wrounb: in Louslnds, 
ercrptsharc aaoimtr) 

ASSETS 
Current w e t s :  

Cash and cash equivalents $ 130,052 353,032 
302,454 125,561 
4 5 3 7  42,969 
13,088 IO,% 1 

Deferred income taxes (note 5 )  . . 12,510 22.414 
503,661 554.487 

Pmpcny. plmr und equipment ........ 2.336.335 2,215.523 
Less occumulated dcpreciarion . (1,033,246) (S52.276) 

Deferred income tdxcs (note 5 )  
1,303,092 1,363,24? 

. . . . . . .  46.267 36.060 
Goodwill ...... Xi773 26,773 

$ 1,905,588 2,ooj,a83 
Other nscetc, net o 25,795 25,316 

LIAl%ILX'I'IW SED SX'<)CKFIOLDERS' EVUJTY 
Current liabilirics: 

$ 42,505 40,W'i 
20,2?9 29,053 
69,001 72,951 

....................... 44,265 35,078 
23.209 25.402 

................................ 51,056 61.459 
grrrions (notes 3 and 7 )  . . . . . . .  1.387 525 

.......... 30,089 30,650 
281,740 298,214 

1,249,197 1,203.3X3 Long-tam debt and capital lease obligations (notes 3 and 7) .... 
SloL-kholders' equity: 
Other long-tcmi liabililics .... 7,493 6,487 

outsranding - - 

and 49,?55,252 shares i s s d  niid ouutan*lng i s  2004 imd 2003, rcspedivtly ... 499 493 

Prdcrrcd stock. $0.01 pas valuc, 20,000,000 shares authorized, no sharcs issued and 

Class A common stock. $0.01 par vnltic, 277,300,000 shares authorized, 49,868,947 

ClRss B common stock. $0.01 PHI d u e ,  162,jOu.cKK) chixen ilnthorizcd, 65,936,658 
659 659 

Addiliunill paid-in capitill . , 1 I 172,440 1,169.633 
Accumulated other coinprcho - 417 

367,158 497,799 
3 1,905,538 2,005,883 

.................................................. 

Accumulated deficit . . . . . . . . . .  (806,440) (673.403) 

(a) Includes rcceivahles rsufting frorri triinsnctioifs with affiliales (note 4) ........ $ 1.997 4,332 

(b) Jncludcs payabks rcsulting Ciom transactions with affiliates (note 4) .......... 3 83% - 6,092 

S e e  acconipimnying IIOILS 
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TIME WARNER TELECOM INC. 
CONSOLIDATED STATEMEN13 OF OPERATIONS 

Yesn Ended December 31, ZWM, W03, and 2002 

Revenue (a): 

Costs and expenses (b): 
Oporating ..................... 

Dcprcciation, mortizaiiun, mid accretion 
Impaimciit of asscts ... 

..................................... 
Interest income . . . . . . . .  ..................................... 

Loss hefore income laxes and cumulative dfcc1 of cliange in asscounting 
............................ 

............................... 
Xet loss before ctrmrilotive eifcct nf ckmgc in accounting principle ........ 
Cumulaivct effect ofchangt. in accounting principle (note 1) 

Nei loss ..................................... 
Amnun& j x r  common $hitre, basic and diluted: 

Loss hefare cumulative effect of change in accounring principle ....... 
Cumulativc effect o l  change in accounting pruiciple (note I;) 

.................. 
Weighted :iu.xape shares oulztanding, busic and diluted .................. 
{a) Includes revwluc rcmlting froin transactions with affiliates (now 4) . . . .  
(b) IiicIutlcs cxpenszs icsulting from tmsactionr with afiiliatea (nolo 4j: 

Selling, gweral and iidminisrratiuc . . 
.................. 

S 332,577 361,038 373928 
I57,YM 152,789 146,304 

261,285 264,322 279,351 
178,317 172.YZ5 227,007 
230.688 223.904 217,310 - - 212,663 

670,294 661.151 956,335 
(17.203) 8 , W  (260,761) 

6,483 5.858 5,845 
710 3,994 (3,2401 

(132.401) ($5,350) (365,435) 
1,028 1 600 

(133,037) (S6.371) f366.035) 

-- 
___..__ 

(122.3QlJ (103,642) (10?,279) 

-- 

436 - - 

$ (1.15) (0.75) (3.19) 

115,665 114,998 114,736 

S 19,866 33,378 31.757 
-- 
== 

S 4.740 3.685 2,630 

$ 2,176 1394 1,041 
-- -- 
-= 

Set.  accompanying riurec 
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csrfi tlow imm investing activitrw 
Capitn! cxpendilums . . . . . . . . . .  
Putoharc..; of imeifmencs .......................... 
plocetdj fimn mxuii!ie* of investtamis . . . . . . . . . . . . . . . .  
i’roceedi froin sale O f  RS(0tS 
proceeds from sale of investrmeois 
Orhci investing nctii itm..  ........................... 

Net cat! used io invesring acriuttler; . . . . . . . . . . . . . .  

.......................... 
.................... 

. . .  

. . . . . . . . . . . . . . . . .  

................. 

. . . . . . . . . . . . . . . . .  

................. 

. . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  

.... 

. . ‘ ,  

.... 

. . . .  

.... 

. . . .  

1167.829) 

176 
4.3~97 - 

I__ 

(255,685) - 

(101,831) 
(8,546) 
2 7 , w  
2,412 - 
- 

(83,965) - 
Carli flows froin financing activities: - - 216,710 

Repayment of debt ....................... - (24.oWj (50,000) 
G86 8% 145 

Ne1 proccCns from issuance of cnmnlcln stock in connecGun Wilh tho employee Stack 
963 235 222 

Xzr prucscds from issuonce CIS deb1 ........................................ 
Nn piocceds from ~SFUOIICC of mmmon stock u p m  axficise of stock opliors . . . . . . . .  

Rniremeiu of debt oblighiians . . . . . . . . . . . . . . . . . . .  ................ (396.000) 
Net proceadr from issusnn of debt , . . ...................... ........... (2,258) (3,455) 3) Payment of copiial I C ~  obligatiair 

........................ 

purchanc plan . . . . . . . . . . . . . . . . . .  .................... - - - - ..,. 425.858 ..................... -- 
...... . . . . . . . .  29.319 (26,364 163259 

353.032 506.460 36S.m 

X u  cash (used in) provided by finiincing auivirics 

Cash, cash oquiw1enrr. and cwh held in esccou’ 81 hegronin,u of y w  ........... 

___- -  
(Dercarc) incnaSc in ca$h. cUIh equivalents, and cash hcld in ~ B C ~ W  . , . , . . , , . , 
Cash. c;Sh equivalanrs, ai14 cash hold in ESF~OIY  at cad Of year , , . , . . , , . , , , . . , . 

......... $ 103,027 101.393 105.1-11 Cash paid for inwrest 

(222,980) (153.42E) 140,W 

353.032 506,460 5 130,052 -======== 
Supplemementnl disdosures d a s h  f t w  IftFormadun: 

.......................... -======== -- 
-===cs===z== 

- (7001 ___ Tar brirffii relared to excrcisc of non-qualified stock optitins . . . . . . . . . . . . . . . . .  - $ 

Cash paid for inmme t ~ i e ~  . . . . . . . . . .  .................... - - ” ’  $ 702 1,332 

Cnntrlizion ofcapiwl lea% oblizauion ................................. $ - 3,194 1,507 

Addirion ~Fcrpiral l a d e  nblip&ion ................................... %: 4,004 2.152 __ 

%l 

- 
-=_=- 

See accompanying no(e.. 
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TIME W'ARNEX TELECOM INC. 

CONSOLBAED STATEMENTS OF CHANCFS N STOCKELOLDERS' EQUITY 
Yciln Emded December 31, ZMW, 2W3, and 2002 

MS8 63,937 ShSY 

_". - 2 

3 

1,165504 

I_ 

- 
- 

115 

221 
1.39s 

1,167,765 
- 

- __ 
- 

101 

283 
1.481 

1,169,633 
- 

- - 
- 

653 

961 

1,163 
I ,  172.~11 

- 
- 
__ - 

Sti. accompanying n o w  

F-4 



TIhfE WARNER ‘TELECOM LUC. 

NOTES TO CONSOLiDATED AND CONDENSED FINANClAI. ST.hTEWIENTS 

1. Organization and Summary of Signiiicilnt Accounting Policies 

Iluscriptinn of Buriness and Cupiral Sfrucrtrir 

Timc Warner Telwom Inc. (the “Compirny”), u Dclaw,ue corporation. is a hading provider of manag& 
nelw‘ork solutiuns to business customet’s in 41 merrol~litan markcts in the Unitcd States. The Company dclivcrs 
data, dedicated Intmiiet access, and local and long dirhnce vuiw scrvices. 

The Company has two c laws  of commw stwk outstanding, Wass A common stock an6 Clars B common 
stock. Holders of Clas  A common stock have one vote per EEUIIE, and holden ofClass B conimon mlt have tcn 
votes pcr share. E h h  $1- of C1 3 common stock is conveniblc. at the option of the holder, inW m e  share of 
Ciass A commm stock. Curreflily the Class I3 common stock is collectivcly owned flirectly or indirectly by Time 
Wxncr roc. (‘Tinie Wariief’j. Advance Selecom Holdings Corporation and Newhouse Tefecoin Holdings 
Corporation ~ A d i . a i i ~ e w h ~ w s e ’ ’ )  (collrctivcly, the “Class B Stalkholden”). Holdax of Class A common 
stock and Claw B common skxk generally vote to&cther ns a single clmus. However, some mRtters require the 
approval of 1OO?l of the holders of thc Class B wmmon stock vating separately IL? a class, and iome matters 
rcqaiia the approval of ii majority ai UIC holden of the Class A conimn stock, voting sepuntely as a class. As of 
Occenibbcr 31. 2004, the C h s  B Srockholdcrs had approximalely 93% of the combined voting power of the 
outstanding common stock and wen: rcpnxented by five members of the Board of Direciors. 

The Company also is uuthorized to issue shes of Preferred Stock. The Company’s Board of Directors has 
the authority to establish votiug powers. prefrreiiccs, and speciai rigfils lor ihc Preferred Slock. No such voting 
powers, prcfcmxxx, or special ri&Iiis huvc beeti estabiished and nu s b m s  of Pmleireil Stalk ttave k e n  issued as 
of December 31.2004. 

Basis of Consulidarion 

The consolidated financizil stutcments include tlir aewunts of the Company and ulf entities in which the 
Compiuiy has a controlling vuting intcrasl (“subsidiaries”). Significmt intercompany i~ccouots and transactions 
Iiwe been eliminated. Significant accounts and transactions with Sime Warner, Advancc/Nmvhouse arid tlizir 
affiliates arc ilisctosui as related p a y  uanedctioss. 

Cash Eqiiivalartts 

Tlie Company considm ill1 highly liquid debt instruments with air original maturity of thrcc months or less, 
rvhcii purchaced, to k cash equivalents. 

lnvesfments 

Marhctablc equity securirizs held by the Compimy were classified as available-for-sale. Accordingly, 
niarketable equity securitics WEN included in other asscts at fair value. Unrwliwd holding gains and I O S S ~ S  on 
equity securities classified as audilabicfor-sde Uere carried, nd of taws, ab a component of accumulated other 
comprehenaivc income in  stockholders’ equily. Othcr equity investments which wwe not considered nriukccrable 
securities and in which thc Company’s ownership inierest wits less than 20% were gsnerally carried at the lowcl 
of cost or net realizable vsluc. Rcalizcd gain.. and Io%es are tlelermincd on a specific identification bu 

As of December 31, 2004, the Cornpiny hud sold its remaining shans of marketable equity securirics. For 
the twelve riionlhs cnded Dweriibcr 31. Z W ,  the sale 01 sccuritics yielded a gain of $710,wO and proceeds of 
$752,000. 
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TIME WARNER ‘ELECOM NC. 
NOTES TO COXSOI.iDA%D AND CONDENSED FIYAXCIAL STATEhBWS-tContinued) 

hliukelable dcbt securities are cla~ifizd as kid-to-mnturity a5 the Company hi& the intent and ability to hold 
the w r i t i c s  to maturity. Held-trrmaturity sccuritiea IUC canid  at amortized cost, which was $429 million at 
Dmctnbcr 31, 2001. 7% fair vduc of marketable debr smurities is not materially diffwcnt than the nmorii7ed cost. 

During thc l e a  auicd December 31, 2002. the Company recoglized a net loss of $3.2 million on 
investixnts. The ne1 loss included $2.7 million in losses nlawl to marketablc seCuritiCIj whose decline in saluc 
was not temporary in  mture and a $1.0 million impairnient on sn equity ieuestmenl in a non-public company that 
i s  not considered a marketablc wurity .  These lams were p t i a l i y  offset by a $4oO,ooO gain on &e exchange of 
shares in a privatcly held company for shares in a publicly held company. 

During 2002 iind Z(Wl1. the Company recognized aggregate $6.6 million impairment on equity invesments. 
Tlic irirpaiiment chug% represent the difference bctwcen historical priccs of the investments and their ostiiniued 
fair yalue ilz of the date of financial aatements. The Company recorded these charges based on its conclusion 
that the invcslre cumpanies bad not executed their busincrs plaus as originall? anticipated, in part due to lk? 
adverse economic canditiolls surrounding the tclwommunications and technology sectors during 2001 and 2002, 
and had conducted further financing activities that diluted the saiuc of ?he Company’s invemnenls. The 
subsequent financing acriviijes at these companies xrved as independent indicators that the impairmenr WLis nuc 
temporary. Tlic estimiitcs of net realizable Yalue were prin,nrily dcnved from the financing activities at lhese 
companies 

Recrivnhla 

Tbc Conipany pcrformr ongoing credit ewluarions of significant customers’ financial conditions and h a  
established an allowance for doubtful m m n t s  bas& 011 llie e x p l e d  collalability of all rcircisables. I n  certain 
CBSES. the Company requires deposits Srnm customers that it decms to represent a higher credit risk. A hi, *her risk 
of collcctability is assign& to ccrraiu customers witli deteriorating finmcial condirions nnd customers in 
bankiupcy that continuc servicz subsequenr to filing baJkuptcy. resulting in a ~ r m e x  nlluwance for doubtful 
PccmwIs. Colmiderahle management judgment is ri?quired in cvaluatin,u the collectability of nccivablm und 
establishing the 8Elntctl nllowance for donbtful accounls. IC the financial cundition of thc Compimy’s CliSiomerS 
deteriorares. tho Company‘s had deb1 expmse and cash coliectiw i v i l f  bc negativcly impacted. The allowhnce 
lor doubtful IIccounts was $1 1.4 million, or 20% of &ross receivables at December 31, 2004. and $15.0 million, 
or 26% of gross rc.cciveblm 31 Dzcembzr 31,2003. 

Property, Pimt, and Equipmeal 
Property. plant, and equipment nn reconictl at cosi. Construction cam, le. applicable overhead relntced lo 

the development, insrailation, otul expansion of the Company’s nenvorks, and interest cost9 relrted to 
consvuction are capitalized. Capitillized labor and applicable overhcsd was S30.6 miilion, $21.7 miltjon, and 
525.4 million for 2004. 2003, and 2002, respectively. Capilalized intemr wns $2.7 million, $1.3 miltion, uld 
$2.7 ritilliun for 2001, 2003, tmd 2(K)2, respectively. Rcpairs and maintenance cosls are chitrged to expense whcn 
incumd. n i e  Company disposes of IIS%L% w ~ c h  wc no longer in 0%. losses on such disposals arc included as a 
componml of dcpreciation expense and w e e  $7.3 million. $5.6 million and 53.5 million in 200-1, 2W3, and 
3m2, n!5peCti\’cly. 

The Company licenser the right to use fiber optic CdpaCiQ in 23 of its 44 m&els from Time Wmer Cable. 
The cos( of these riglits, wvliich we prcpa’d by the Company, i s  capitalized and refi@X$ an allccnblc .$bhare of Time 
Warner Citble’r costs, which prior to July 1998, generally reflected the inmemental COS& incumd by Time 
Warner Cnblu 10 constmc( the fiber for the Company. Subsequent to July 1998. the Company p ~ y s  itc ailrxdbk 
share of the cost or Sibcr and construction incumd by Time Warner Cable in routc‘s wherc the partics are in Joint 
conut~uctiun. 

F-8 



TME WARNllH TEi.ECOM INC. 

NOTES TO COSSOLIDATRU AND CONDE.\iSED FE%L”lAL ST,~TE~~~IS-(C~lnl~~~~) 

Bpreciation is piavided on the srraight-line rncthod o w  estiniafed uszful live5 as follows: 

Buildings and improvznients . . . . . . . . . . . . . .  10-20 years 
Communications nemorks ............................. 5-15 years 
Vehicles and other equipwe ............................ 3-10 years 
Fiber upIicr and tight to usc ...... .................... 15 years 

DLpreciirtion expcnse wits $229.6 million, $222.9 million. and 9237.2 million in 2004. ?w)3, und 2002. 
respctively. 

Pmperty, plant, md equipment cunsist ol: 

1x‘w5b..r3& 
20(14 2083 

(mamu in lhomundr) 
bod,  buildinp nnd improvements . . ........ S 62,318 63,513 
Communications nerrwurkq 1,486,273 1.420,230 
Vehicles and otliu equipm .............. 158,658 152,744 
Fiber and right lo use (Sole 4) .... ......................... 629.089 579,036 

2,336,338 2,215,523 
Less accumulated depreciation ....................... (1.033,246) (852.276) 

.... $ 1,303,092 1363,247 Total . . . . . . . . . . . . . . . . .  ..... 

C;Uodrviil 

The Company’s goodwill was primwily SellGntcd from acqukilions cvmpletl;d in 1999. In July 2001. the 
Financial Accotiiiting StanJard Uoaid (“F.4Su”J issued Statrmcet Xo. 142, Bushas Cmibinn~ians 
(“SFAS 141”j. and Sriilemcni KO. 142, Goodwiii and Olher Inrongible Assrfs (“SFAS 142”). SFAS 141 requires 
companies to reflect intansible assets apan from gi7awil l  aui superseder previous yuidancc niatcd to busine.ss 
combinations. S1:AS 142 riiminates amorrilation of goodwill and ailioni7stion of nll intangible assets Wilh 
indefinite uscful lives. Ho r, SFAS 142 r e q u k  the Company to pcrform impairment tcsu a1 l e s t  artnutdly 
on all goodwill and indefiniblived intan@jble itssets. lhese stakemenu werc adopted by the Company on Jllnvary 
1, 2002 a!d. a. rcquirzd, the Company cumpleled its lransitimni impairment test as of JHnuary I, 2 0 2  and its 
annual irnpairnient test are complerori in tlie [oul?h q u a n u  of each yea. The adoption of the staleinents did not 
negatively impact the Company’s financial position, results of iuperntiuns, or cash flows. 

Other Assets 

Other asset3 primaily include defer& dcbi issuaocz cos~s which we amortired to interest expense over the 
life of their respcclive debr agrmrneiits. 

Itnpairmenl oJ Isng-Lived Asselx 

Thc Company poiiodicafly ieviews the cdrrykig BnlounLS of propcny, plml, and equipment and it.? 
identifiable intangible assets io deteimine whether cufrent events or circumstances wmant Udjustmenu to the 
carrying amounts. If M inlpairmcnt adjustment is decmed necessary (generally whcn the >!et bwk valuc of an 
asset excccds the expected fatui% uniliscountcd cash flows io he generated by that asset or group of assets). the 
loss is measured by i t i t  ilmount th3t thc canying vafuc of the asscts excc-dc their fair valuti Considerable 
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T1.W WARNER 1‘ELF.COM INC. 

NOTES TO CONSOLIDATeD AKD CO%DENSED YLVA NCfAL S ~ A ~ ~ ~ r ~ ~ ~ C ~ n t i ” ~ ~ )  

munagement judgment is necessary to estimwte the fall. vdue or asses; accordingly, xtu3l result3 could vary 
significantly from estimates. &sets io be disposcd of are carried at the tower of their casying amount or fair 
value less costs io sll. 

On January I, 2002. the Company adopted FASB Statcmcnt No. 144, Acrunruing for alte Impairnicni or 
Disimnl ol Lurzs-Lii-ed Asscis (“SFAS 144“). In ihe founh q i i w m  of 2002. the Company recorded a $212.7 
millicm iinpnirinent cilargs pursuailt to SFAS 144. The non-cash impairmen1 chage primarily relates to ihe long 
haul network acquired from GST i n  January 2001, and, to LL lcsser degree. cenain -her local network assets. The 
Conrpany acquired the assets from 0.V to increase it.? maket presence in the western L‘Ntcd States. The 
acquisition included networks in 15 lafa1 markeb and u 4.210-mile q i o ~ i d  network. Since the time of thc 
acquisition. over cap‘xity in thc long Ihaul w1o1 wid a weber economy led 10 dccreasetf demand nnd significant 
price erosion surrounding inter-city trmspon services. The Company genanta rerrnuc from these networks and 
will continue to do so in the hmm Thc impairmcnt reflefls Sl0v;er t lm wpecied growth i n  cash flows. l l c  
$212.7 million charge represents tile dill‘cmnce bctuecn the estimated fair vi~luc of the a w t s  on a discotimed 
each flow basis mid their then current canying values. Significant eslimtes and asumptions used to value the= 
assseis include elimiites of hirure revenue growth, margin, md fururn invxtment in pmprrty, plant, and 
eqllipIWlt. 

Revenue 

The Company’s revenue is dcrivrrl primnrily from busi communications services, including dodicntd 
Itansport, local switchcd, long distance, data and Internet access scrvices, and imercarria compensation. which is 
compriscd of reciprocal compensation imd switched access services. The Company’s cusufmcm are principally 
telecommuIu~~ionn-iorensi\.c businesses. long discancc cwriers, Internet service pmviders (%W), wireless 
cunnnunicalions companies, incumbeent locsl excltange canicrs (“LECs”). competitive local exchmgc carriers 
(“CLECs”), and governmental entities. 

Revenue fcu dedicated truisporr. d:as Inlemc:, md the majority of switchcd sersices is generally billed in 
adviincz on a fixed rate bacis and iccognired over the period the smices are providcd. Revenue for the majority 
of switched iiccess services and long diswice is generally billed on a Wdns;tctional basis dctermined by customs 
usage with some fixed rate clcmenrs. The transactional clrmcnm of switched services arc: billed in menis nod 
estimates m used to recognize re\‘etiue in the period earned, 

The Company evaluiitos whether rweiwtblcs are nasuniibly assured of collection based on cercain fuctors, 
including the likelihood of billing being disputed by customers, In situ;ttintis where it dispute i s  likely, revenuc is 
not rccngni72d una c a h  1s collected. 

Reciprocal compensntion is an clemeot ol intcrcarrier compcnsntion revenue that represents campenadlion 
from local exchangc carriers (7,EGs’) for local exchange traffic originated on another LEC’s fac 
tcrniinated on the Company’s faciliiies. The Cmnpmy recognim recipmal compensation revenue primarily on 
a cnsh basis exccpt in those cascs where h e  rescnue is under dispute or 81 risk in which casc the Compitny 
defers recognition of the revenue until the ourstandiiig issuer are resolved. The Company utilizes thc caqh basis 
bccdusc changes in, and interpretations of. regulatory rulings cream disputes iuJd Often reault in zigniliCan1 delays 
in paymeim The Company recognized $3.9 millioa, and $19.1 million, resspecrively, in wzlemcnis of reciprocal 
compcnsntion disputcs in 2W3 and 2002, resjxctivdy. Rccipmal compensation represented 3%, 4%. and 7% of 
revtnuc during tlie yews cndcd December 31,2004,2003, and 2002, ~ ~ p ~ c t i v d y .  Reciprocal cumpensarion rates 
arc estahlistitd by interconnection agreemen& between the parties biaed on federal and state reguliitory and 
judicial rulinzq. A 2001 Fcdual Communicntions Commission (‘‘FCC”) ruling on recipmal compensation for 
ISP-bound trdric rcduccd reciprocal compensation raies and capped ihe number of minutes for which ISP-bound 
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traffic w1 be compnsuted. Reciprocal cumpenvation rates were further reduced in 2003. The Company pays 
reciprocal compensruion expense to the other LECs for local exchange traffic it termiugtes on thc LECs 
facilities. These costs Rie reuognhd as incurred. 

Switched nccc~s is o1%0 an clement of intercaniw compensation revenue and mpsesmts the conaectio~t 
between a long distnnce cxrier‘s point of pressencc and e n  cnd-usdr pzcmises provided through the Company’s 
swilchins fi~cilities. Historically, the FCC has xpla ted  the access rata imposed by rhz ILECs, while thc acccT~ 
rals5 of CLECs haw been less reguiatnt. FXftctivi: lune 2001, the FCC bcgan ngulatirtg WECs’ interstate 
swiiched accas charge.s. Pursuant to the FCCs order, the Company’s rater werc rcduczd and continued to 
declinc, through June 2005. to parity with the ILEC ratcs competing in each area. In addition, when a CLEC 
enters R new markel, its access charger mag bo no higher than lhe ILEC‘s. The CLEC accozss charge reylation 
and rclaied reguiatory developments resulted in rednetions in tho pn-minute rates thc Company reccivcs for 
%witched access scnice. There were funhcr rccuctions beginning in h e  2004. The Compsny expects lhat 
switchcd access iwenue wil l  corltinue to decline as a perceiimg,~ of pcscnu~ due to anticipated rate reductions. 
lliere is no asuronce that the Compnny wil l  be able to compensate for nduLrions in switched access mvmw 
with revenue from &r sourem Switched access revenue represented 34a,P%, and 5% of total revenue in 2003. 
2003. ‘and 2002, respctircly. 

Signijkarrr Custamcrs 
Thc Company ha? substantid business reiationshipz ~ l i t h  a few lag$ customers, iiiclrtding major long 

distance cmiers. The Cotnpany’s top 10 cuslomeis ilccomtetl Far 33%. 3953, and 45% vf &e Company’s 
consolidated revenue for tlie years ended Drcember 31, 2004, 2003, and 2002, respecfively. M f f  (Formerly 
“WortdCom. I C . ” ) ,  which filed for Chiqxer I I bsnkruptc? protection in July Zoo2 accmntcd for S%, 8%. and 
I I % of thc Compnny’s torid revenue during 2MU. ZOO?, and 20M. respcdvcly. In Septe.mbrr 2003, as pim of 
the MCI bimkruptcy proceedings, A<Ci atid the Company entered into a setllcnicnc that rewived a n u m k  of 
open disputes and ciaims through lune 30, 2W3, including amounts yay8hle to nnd frum each pay.  As a result 
of the sttlwncnt. fbc Company recognkd $7.4 million of previously deferred revenue and revcrsi-d $15.1 
million in expenses in 2003 rhar had been prctiously made6 because of uncertainties created by [he bnrikniptcy 
process. fn addition, b r h  parties agreed on il cldm ielttted to MCI’s rejcrrion of certain contracts. In 2003, the 
Company monczked and rmgnved as revenue this claim by selling it U, a third pmy for approximately 56.9 
million in cash, The balance Of Lhcse disputes iind claims wcfz rocolved in the fimt quarter of ;?004, resulting in 
mcopnirion oF $2.3 million i n  prrviously deferred revenue atid a rcduction of $0.4 million of expense. h’o 
customer accounted for 10% or more of tnral revenue in 2004,2003. n r  2002. 

fIIcOI?18 T a e S  

As of December 31, 2004, the Cornpiny has recorded a delund Lax itsc‘t  of S58.S million. net of a 
valuation alloumce of $233.3 million. Thc Company has  conzhidcd thai if is more likely thw no1 that the net 
dcferrd tax BSSCE of $58.8 million will be rcalizzd bsause &e Company could utilire tux-planning straicgks in 
t h ~  event its net operating iosscs weir to cxpire. Howver, the Compitny brlieves there may be r i sb  in realiting 
8mo8mts in exccss of (tkz $58.8 million through utilicat;on of asnilfiblc t% ptitnning strategies. Accordingly, the 
Company har esuihlished a valuation allonance For mounts in 0Iccss of 558.3 million. 

Asset Relirement Obli@vns 
Effcctivo lanun?.. I ,  2003.111~ Company adopted the provisions of FASB Statement No. 143. Accornfingfiw 

Asset Rerircttieirr Obligations TSPAS 143”). SFAS 143 nyoires that the estimated fair value of an assel 
retirement obligaLion bc recorded whcn incurred. The ilwcciated a..sct relirement costs arc cspicalizcd as pan of 
the cartying ilmounl of lhe long-lived aqsrt and deprcciated over the asset’s estiniatzd use(u1 life. The Company 
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has met retirement obligations rclaled to decommissioning of electronics iri leased fac cs and the removal of 
cciznin fibcr aid conduit sysems. Considerable ntmrtgemeni judgment i s  required in estimaIing these 
obligations. lrnponanl ssumpiions include cstiinales of reliffiment casts. the timing of tbc fulure retirement 
activities. m d  she liA~lihtmd of retirement provisions bei d. Changes in these uasumptionr, based on 
Suturz inforinatjon could result in adjustments io caimnted 

In conjunction with thc adoption of SFAS 143, the Company recorded a $5.9 million linhibty, an asset of 
52.9 million in p r o p l y ,  plani, m u d  equipment, and a $3.0 million charge to earnings 10 account for thc 
cuinulaUve eficci of thc depreciation and nccretion expense thar would have bcur recordcd had SFAS 143 heax 
in cffcci in cerlier periods. Thc asset rctirement obligation increicod due to the accretian of the liabiliry and the 
recording of addirioitul wset rriiremcnt obligations as they occur, and W~IY $7.$ milliorr and $6.5 million as of 
Deceinkr 31, 2004 and 2003, respectively, The pro forma effwta of the application of SFAS 143 iis if the 
staremenl !lad been in erfect in carlier periods are pruented bclow: 

YrwEuded Ekxember31, 
2e64 2GQ3 2002 

(anmunh i" thaWrn&, 
murptshm amwan) 

- 2,965 - 
- (9M) 

I_ - 
Acfuiit loss, its reported . . . . 51133,037) (S9,336) (366.035) 
Add hrlck cmnulativc effect o 
Less depreciation snd accntion expense . 
Pro forma loss. . . . . . . . . . . . . . . . . . . . . . . . . 

- -- 
S(133,031) (86.3731 (366,9391 -= 

... .... $ (1.15) (0.75) (3.23) 
I _ _ =  

The pro fwmn &set retirement oblrgation iis if SFAS 143 had been u1 effect UI earlier p i &  is $5.9 million 
8s of December 3 1.2902. 

Segment Reporting 

As of Ikcember 31,20(W. the Company operated in 44 senice  are^^. Tbc Cvmpany.s managetnettt makes 
decisions on resoufcc allocariun nod i(~sesses pcrformmce based on totfll rer'enuc, rxpe~~ses, and capild speridut~: 
of thzse opemiing locntioia. Each of thc service arcas offcn Ilie Same services, has s imi l a  customers and 
networks. and are regulaled by the Pamc type of authorities, and m managed directly hy the Company's 
executives, allowing rhc 44 service areils to be aggregated, resulting in one ueportnble line of business. 

Loss PET Cornmull .Share oird f%U?dkrf C@rnrit#rl share 

The Company computes locs pcr common sltare in accorctance with the ptuvisions of FASB Statement No. 
1 2 ,  &min@ Per S k m ,  which xquirer companies with complex capital struciiirm 10 present basic and diluted 
earnings per share (TPS') .  Basic EPS is meurured BY ibe income or loss available to common stuckbotders 
divided by $he weighled average outs1;inding common shares for rhe pcriod. Dilumd EPS is silnilsr Lo basic HPS 
but prerzrirs the flilutive effect on o per share basis of picnlial common shares (e.&, convertible securities, stock 
options, erc.) tu if they hnd bcen co~tverled ut the beginning of die periods prcscnrcd. Potential common ahtes 
&AI hnvc an anti-dilutiw effect (e.g., those that increase income per shac or dewrsr  loss per share) me 
erciudcd from diluted BPS. 

Basic loss pcr shxe for all priods premed hzrein was computed by dividing the net loss by the weighted 
nvcmge shares ourstrrnding for 1116 lxcriiri 
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The diluled law per COInmOn sharc For all piods pmsented wa$ computed by dividing 0% net loss 
anribulllble to common shares by thc weighted average common share8 outstanding fnr tRe period. Potential 
common shares related to Stmck options werc not included in the Locnputation of wcighted average shares 
outstandig because their inclusion would be uti-dilutivc. 

Options to purrhare 19.2 million. 18.6 million and 17.4 million shares of the Company's C h s  A common 
stwk outstanding at Deccmber 31. Z W ,  2003, aid ZW-, respectively, we% excluded from the computation of 
weighted 3vemgc sliilres outstonding because their inclusion would ix anti-dilutivc, 

Stock Opnion A c c w ~ ~ ~ R ~  

The Company has elwied to follow Accounting Principles Board Opinion Ho. 25, AcruutuiiiA for si& 
I m c d  IO Employees (':kPR W), a i d  nlalcd interprctntions in accounting for its cmployee stock optjam. Under 
APB 25, because the exercise piice of the Company's empioyce stlwk options is generdly equal to the mnrkct 
price of the underlying stock on the dare oI die grant, no compensation expense is recognized. Sfalcment Pro. 
123. Accuimling und Disclr)sure of Stock-Onsfd Conipepensnrion (5FAS 123"j, establishes an alternative methwl 
of expense recognition for rmk-based compensalion awards 10 anploywes based on fair .i.alum. Tlic Company 
electcd not to iidopt SFAS 123 far expnsc recognilion purposes. 

Pro-forms informaion a-egxiiiiig net iMori%e and earnings per share i s  required by SFAS 123 iuxl has k n  
determined as i f  the Compay had nccounted for its cmpiayee stock options uniier the fair value incthod of SFAS 
123. The fair vdue for these options was estimated ai the dute of grant using a BLack-Scholcs option priclq 
model with ?he following weighted-average assumptions risk-frec i n t m t  ra(e of 3.1% in 2004 and 2003 lurd 
3.0% in 2002, respectivdy: dividend yield of 0.0% during each periad: voiacrtity factor of thc en)lectwt m;lrkct 
price ol the Coinpany's common stock of 1.14. 1.20, and 1.26, as OF Deczmkr 31,  2004, 2003, nn6 2002, 
rerpenively: and a weighed-average expected life of the option of five yews duriig each pcricd. 

The Black-Schoies option vsluaiion model was developed for us0 in estimating the fair value of tmded 
options, which have no vesuug restrictions nnd are fuUy transferable. hi addition, option vaiuation models require 
the input of highly subjective assumptions including c x w @ d  stock price ctwracteristics signifiantly d i f f m t  
from those of trodad options. Because chmges in the subjecti\se input assumptiom can m&riaIIy nffwt Ute fair 
value estimate, in  m,?naieernent's opinion. the cxisting models do not nccrssanly providc a reliable single 
incawre of the fair value of the Company's employee stock options. 

The weighicd-average fair value of options granted during 2004. 2003. nnd 2002 was $4.78, $6.06, and 
52.14, resptively. l%r purposen of pic-fuma dirclosures, the estimnted fair vvluc dthe  options i s  amonized to 
expen.% over ittc options' vesting period. The Company's pro-fwma nct loss rutd prv-fomia net loss por share. LIS 

i f  the Cnmpmy had used rlre fair value accounting provisions of SFAS 123. nre shown below: 

(amwntr in Lhuuaan4% 
except pcr rhure anleunls) 

Neiloss ............................................. %(133,037) (89.336) (366,035) 

Expense calculated iinder SPAS 12% ...................... (36,303) (58,390) (68.490) 
Pro formam loss.. ................................... $(169,340) (147,288) (434,000) 

Pro forma basic and diluted loss per share . . . . . . . . . . . . . . . . . .  $ (1.46) (L.28) ( 3 . W  
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In Uecembcr 2004, the FASB issued Swmcot No. 123R, Share-Bared Payments, C'SFAS 123R). TIie 
Sttttcment is effectirc for the Company ilcl of luly 1, 2005. Tbe statement requires recopition of compnsatioo 
m[ in financial sf8iemeiits lor all share-has& payments (including empioyee sto~J( optionsj at fnir vdm. SFAS 
123R applies to all future grants. 3s well 8s the unantortircd expense as of June 30, 2005 related to existing 
grants. As OB Dccember 31, 2OlIJ. the Company had approximately $20 miiliorl of unamortized expen.= dated to 
existing stock option grants that usill br: recognired over the remaining ws!.ing pctiod of up to 4 yem, beginning 
in the 3rd fiscal quarter of 2005 

The Company is cumntf? evaluating iLs iota5 compmsntion swegy, including the use of stuck-based 
compensation. The Company may c h w e  to cmploy compenr;ation vehicles othcr than stack options in the future 
tis psrt of &$ oi*eraIl strafegy. The Conyany's s m k  option expense under SEAS 123 as disclosed in thc pro- 
forma disclosurc has 3 significant pro-foma impact to i t7 rcsulcs of operations ai& has been impacted by the high 
volntilily of tile Company's stock price. The Company cannot yet quantify the impact SFAS 123R will have to its 
resulls of operations in the fu~ure since this wi11 depend on thc Company's equity compensation strategg, nuniber 
of sham granted and tlie \,oIntility of its stock priec. 

J3timare.t 

The prepation of financial statemenls in ccmlormity with accounting principles generally am?pled in the 
Unitid Slates r q u k s  management to mske wimafes and assumprions that affect the reported amounts of a s w s  
and iiabilirirs at the dare of the finmcjal s1:uements and the reported amounts of revenue and expm%s during the 
rtporting period. Actud results could differ from those estimates. Amas that require significant inmagemenl 
jadgmcnts include taxes. revenue md rweivablcs. impairment of lonptemr ilclseis. replatnry fee$. and carrier 
liabilities. Chan&es were nndc to thcse estimates during the ycar. houwer. the impact to the financial suucments 
wlls iinmatcrial. 

Reclass@caziuiu 

Certain prior year imount~ hiire been reclassified for compar~~bility with the 2004 prerclllation 

2. 1ovestntent.Y 

The Coinpany's investments pnnfulio includes shnres of nianey market mutual funds and corporate and 
municipal debt securitics. Ail of llle Company's investmails a n  categorized as "held-to-mnlurity" and carried at 
amorthed cost. 

Investments are rummarizcd as follows: 

1)emobCr 31, 
2004 Mu3 

(nmO""* in thoarsndri 
-- 

Cay11 equivalcnu: 
Shwcs of money market niunial funds ............................ $ 7,459 8,712 
Corprnte wid municipal debt securiues ............ 
Total cash equivalents .... 126.512 335,396 

119,053 326,684 -- 
Marketilble debt recuriticr-co 

........................ _.. , . . 302.454 125,561 noits 
Total ma~ke.mlilz debt raurir iep  ............................. $428,966 560,957 

_ _ _ _ _ _  
-- 

The estimated fair valuc of the marketable debt rwurities is not inalwially differcnf Imin the amortized msl. 

F-14 



TIME WARNER ‘r!imcoM INC. 

%ows ro ComoLrnATta  AND CONDENSED FINASCIAL STATEMENTS-(Contiuued) 

3. Long-Term Debt 

December 31,2004. 
See Nore 11 for a discussion of subsequent financing activities. The information prescntcd below is as of 

I)lcunbrr.li, 
MM mo3 

@mousb i o  tliousnds) 
9%% Senior KMes due ZOO8 .................................... $ 4LB,WN 400,000 
lOl/y%SetiiorNocrstlue2011 ............. 400,000 400,ooo 
Second Priority Senior Secured 0tCsdueZOll .......... 240,000 - 
9%% Senior Notes diic 2014 .................................... 200.ooO 
Credit facility .............................. - 396,000 

- 
Total Long-term debt 51,240,000 I , I  96,000 

The schedule of principal payments on long-term debt as of December 31, 2M1 is as follows (amounls in 
thousands): 

- 2005 ...................................... 
21106 .............................................. 
2007 .............................................. 
200Y ............................... 400,ooo 
2009 ........................ 
Thereafter ...... ......................... 840,OOO 
Total paymcnts ........................... ..... $1,240,000 

- 
- 

- 

In conjunction with an unetKimcnt to its Credit Fiicility in 2002, the Company incrossed it9 borrowings 
under fie Credit Facility to a total of $4?0 million by drawing down thi: $220 million in swtior delayed draw loan 

es thal would lime expired Jmuary 10,2003, and repaying $50 million or the $250 million rum loan 8. I11 
connection with the reduction in total amount of borrowings available under the Credit Facility. the Company 
iecordcd a SZ.(l million impuirmcnt of deferred financtng costs as a canponent of interest expeare. 

The $ 4 0  million principal amount BY+% Senior Sotes due July 2M)8 (lhe “9%% Senior Yotm”) ax 
unsecured, iinsubordinntcd obligations of thc Company, Intercst on rhc 9%% Senior Moons i s  payahle semi- 
nnnually on January I 5  and July 15. Interest expense, including nrnoniwion of dc[urt.d debt iuuc costs rclntirig 
to the 93‘4% Senior Totes, totaled appmximately 510.1 million for the year ended December 31. 2001 and 540.2 
million for each of tho years cndcd Dccember 31,2003 and 2002. At December 31,2003, the fair tnarket value of 
the $400 million of 9%% Senior Norzs was apptoximatr?ly $406 million. These notes have not bcsn listed on my 
securitia exchange or inter-dealer autnmated quotation sysem. so the estimated market value is based on 
indicative pricing publish& by investmcnt banks. While the Company believes these appmximations to be 
reitsonably accurxtc at the time publislwl. indic;itivc pricing can v;uy widely dcpsuding on volume traded by any 
given inveslment bank and orhrr factors. 

Thc $400 million pnncipitl a m w i t  IO Vssb Scnior Motes due f“ebru;lry 201 1 (tlic “10 YR% Senior Notes”) arc 
uosecurcd, unsubordinuted obligmions of che Company. Interest on the 10Ya’rb Stmior No te  is p8yablc semi. 
annually on February 1 and Augusl 1,  Interest expense, including nmorrizalion of deferred debt issue costs. 
relining lo  lht: I , O W b  Senior Kotes too~alcd approximately $4 .7  million, $41.1 million ;md 511.7 million for 
ZMW, 2003. and 21W2, respctlvely. At Dcccmbcr 31. 2004, rlic fair mukn  value of thc $400 million of IO%% 
SG1:nior Soles was appmxini@ely $390 million. The! notes have imt Ireen listad on any securities exchange or 
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inter-dealer autoinmd quotation symn,  so the esiimatcd market value is baaed on indicative pricing published 
by investment banks. While the Compmy believcs these approximations to be rearonably accerate at ulc time 
published, indicativc pricing can v a ~  widely dzpsnding on volume trdded by any given investmw~t bank md 
h e r  factors. 

As of k e m b e r  31, 2003, the Company’s wholly owncd subsidiiuy Time Warner Telecom Holdings, Etc. 
f“Holdings”) msiiitsined a scnior secured credit facility with Ict~der commitnm~s of $8W million, of which $420 
miltion had heen r h w n  and 5396 million wa? oulstanding. Interest expense, including commitment fees and 
amortization and t v r i t ~ d f  of ddcrmd debt issue costs, relating to the cradil facility Cotalcd approximately $11.8 
million and 321.7 million for 2004 and 2003, nspecti\,ely. On Febmary 20, 7-001, Iloldings issued W O  million 
in Senior Nores, repaid the outstanding indebtEdtiess of $396 million under the credit fncilify, terminated the 
facility. and cntered illto a new S150 mittion Senior Secured Revolving Crrdit Facility (the “Revolver”), whidi is 
currcnrly undrawn. Significant terms and components of the financing are dctailed below: 

Thc $210 million principal amount of Second Priority Senior Sccurrd Floating Rate Notes duo February 
15, 201 I (the “2,011 I’joles”) ‘ue securcd obligations, on a second lien biisis, of Holdings. The 201 I 
Notes are guaranteed by the Company and its and Holdings’ subsidiaries. The amount of y m t e e  
at~ributlible to any one snbsidiary is subject to a maximum that is ~.quivalenl u) 20% of the outstanding 
principal balruice of thc 2011 Nacs. Interest is computed b d x d  on a specified LIBOR rate plus 4.0% 
aiid is reset and payablz qumerly, Baicd on the LIUOR rale in effect as of Dccctnber 31, 2OW. Uic rate 
wiis 6.29% m d  interst expense including ainortizatioii of dafemd dzbt issuance costs was $12.1 
million for the ycar cndad Deccniber 31,2001, including ilmonization of deferred dfbt iisuance costs 
relating to tlic 201 1 Nolcs. At Decembw 31, 2004, Ihe fair market value of the $240 million of 2011 
Nmcs \vas approximately $242 million. ‘Thcsc not- have not k e n  listed on any securities exchsiige or 
inter-dealer aucomrited quoistion system. so thc estimated murket value i?, based on indicative pricing 
published by investnicnt b a n k  While the Company believes there approximations to be reasonably 
nccurate at thc timt. published, indicstivc pricing can Y E  widely depending on volume tritded by any 
givcn investment bank and othcrfocton, 

The $200 niiIlim principal nniount of 9 Y4% Senior Notes due February IS. 2014 (the “2014 Sotes”) 82(: 

uiisecured. unsubordinatcd obligations of Holdings. The 2014 h’otes arc subject to similar guarantees as 
t h e  201 1 Notes, except 11iat ulc guarantees s c  unsecured. Interest is payable semi-annually on February 
15 and August 15. The notes m guaranteed by the Company md its and Holdings‘ subsidiiuies. Interest 
expense including amonuation of dcforred debt issuance costs rclating to the 2014 Notes was $16.4 
million for the ycar ended Dwcmber 3 I ,  2004. At Decem& 31.2oW. &e fiur inlarkel value of the $200 
million of 2014 N o t a  was approximately 5203 million. These notes have not been listed on any 
securities cxchange or intcr-dealer automated quotation system, so the astimaizd mmkot value i s  based 
on indicative pricing pablislied by in\’estmznt banks. Whilc the Company belie?@ Ihese approximations 
to be reasonably accurate at the time published, indicative pricing cm vary widely depending on volume 
t r a m  by ;my given invcstmwit bank and other factors. 

The $1 50 million Revolva- is &lly avaiiiiblc on a revolvitig basis and expires on February 20,2009, or 
~April 14, 2008 if tlie 93’4% Swiior Notes remain outstanding on that Jato. Holdin@,is the bomwcr 
under the facility and thc Company and i o  subsidiuics and Holdiitgri’ subsidiaries BIB gumtors .  
Interest is cdlclilltted based on a specified Eurodollar rate plas 2 %% to 3%. If the Rcvotvcr were dnwn. 
cerrain resttictive financial covenant8 would apply. The Company is required to pay commimtent fees 
on a yu;irtcrly Basis or OS% per annum on the undrawn avaifabtc commitment of the Revolver. 
Commiuncnt fee expciisc was $1.1  million for the y e a  ended Dzccmbcr 31. 2002. including $415,l)W 
of expenre reliiwd to the terminated credit fitcility, and has bccn clnrsifirrl as il component of interest 
erpcnsc in the accornpitnyiitg conzoli&atcd StatenientS of operations. 

* 

* 

* 
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The Senior Notes are gowmed by indentures that cmrajn certain rrshrtive covenanrs. Thue n~uictions 
affect, and in many rcspms significmily limit or prohibit. among other thinga. the ability of the Company to 
incur indebtedness, make prepiymerits of milain ihdebtednoss, pay dividends, mske investments, engage in 
hnnsactions with stackholders and affili;ttcs, isue capifnl smk of subsidiaries, clcafe liens. sell assee, and 
engage in mwgers and consolidation% 

As of Decemher 31.2004, the Company was in compliance with nil of its covenane. 

4. Related Party Trsnssctiuns 
In the normal course of business, the Company e.n@ges in various transactions with affiliates of Ihc Claqs B 

Stoc!&dders., gcncralty on negotiated terms among the numerous aflecml operating lrniu that, in management’s 
view, result in reitsoiiablc anis-length tcrms. 

The Company benefits from its relationship with Time W m c r  Cable, an affiliate of Time Warner, bufh 
throush acccess ut local ri&ls-of-way and consbuction cos1 sharing. lhe Company h%s similar arrangements with 
Bright House Networks LLC (“Bright Iiouse”), an dfiliate of AdrancdNewhouse, that manages certain cable 
systems in Florida aul Indionn. Twenty-threc of the Company’s 44 markets use fiber capacity licensed fmni 
Time Warner Cable or Bright House (the “Cable Operations”). U ~ d a  the wms of thosc agreements, if the 
Company wishcs to license fiber capacity io  addition 10 the capacity irlitidly licensed in 1998. the Company must 
pay the Cable Operations SUI amotint equal to the Conipnny’s allocable share of the total corn of conrlructiilg thc 
mute in  question. plus permitting aad ~upcrvision fecs as a liccnsc fee. The Compairy pnys the licziise fec a‘i lhe 
time the network i s  consuucled. Undcr those apentents, rhc Cnmpany licenses diccrcie fibers and attnche$ its 
own electronics so that Ox. Compuiiy’s netwurks are fiuiclioi~aliy sepanre from the licensor’s. Pursuant to thc 
licensing arrangemems. the Company paid the Cable Operations $2.6 million. $4.0 million, aud $3,1 ntilliori in 
2004.2003, and 2002, resjxxtiAy, aiid entered into a capital lcsse agreerncnt of 81.5 million during thc second 
quarter of 7&4. These fees are capitalized to property, plant, and equipment and amorthed wec thcir useful lives 
i ~ :  depreciation i v l d  nmortization expense. ‘4s of Dccember Sl,  2009. the Company’s propcay, plant, and 
equipmeni included $188.1 inillion in IiccnStS of fiher capacsty punuant to the agreements. 

Under the licensing on;uyement, tbe Company reimburses thc Cable Opestions for facility mainteunce 
and pole and conduit reiita1 costs. Thc reimhurscmenrs to the Cable Opcrarions awgared $4.7 million, $1.7 
million, iind $3.0 million in 2004, 2003, and 2002. respectively, and %e a component of operating e x p s e s  in 
the coiisolidated stuiemena of opuntions. In certain cweS the Company’s opemtions me ur-located with the 
Cub& Opemionr lac w: and a allocnted a charge for various overhead wpenses. Under the terms of laws 
and suhleascs between tho Company and the Cable Operaclons, allocations tor rent from the Cable Opcrarions arc 
typicnlly b d d  on squaro rootap and allaciiwnls for utility charas arc based on actual usage. These charges 
aggregatcd $2.2 million. $1.9 million und $1.6 million in 2004, 2003, and tOOZ rospXively, and arc a 
component of selling, general, and aidminisrativc expence.; in the consolideted .statements of operations. The 
charges by these affiliates. for rent and utilities do not differ materiany from cliarges the Compdny incurs in 
locations where the Company leases space from unaffiliated panier. 

conjunction with certain 
praduc! development and hial efforts conducted by Time Warner Cable. and nceived $1.0 million In mt 
iximhunemcnt from Time Warner Cable for such services. The reimburuemeni was accounted for as an offset to 
operating and selling. general, and lulmiirisu.ative expensm in 2002. 

. . .  
In  2OO2, the Company provided technicnl r?xpenise to Time W m r  Cab 

Affiliales of thc C l s s  B Stockholders purchase scnices from the Company. Resenlie froin these afFjliates, 
which inclii&s dedicatcd rranspott services. rwilched services. and dam and Internet services. a g ~ g u t c d  $19.9 
million, $33.4 million, and $31.6 million for 2004 2003. and 2002. rqectircly. 
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5. Income Taxes 
Income Lax expense for the yews ended Dcrcmber 31.2001.2003. and 2002 is as follows: 

2004 Wul Unb 
(nmounu in thwsmid 
_ I - -  

Current: 
Pccdcral $ -  - - 

_._  . _  G36 1,021 600 slate .. . .  
636 1.021 600 

.............. 
- - -  

Lkfcrred: 
- - -  
I - -  _ _ - -  
- - -  - - -  

.,.. _ ._  5636 1.021 600 
= c = =  

Total 

Toral income tax cxpcnsc differed from the amounts computcd by applying the federal stattltmy iitconic tax 
rate of 35%- to aimbigs (loss) before income tnxcs as a resuit of the following items for the )'em ended 
December 3 1.2004.2W3, and 2002 

2004 ?,GiJ3 2602 - - -  
1Wcral muuwry iricomc tax expense (benefit) . . . .  . . _ .  , , . (35.0)% (35.0)% (35.0)% 
State income tax expcnsc (bcneiii), net of federal income tnx 

(5.1) 0.7 (3.4) 
40.3 35.1 35.4 
0.3 0.4 0.1 - - -  

............................. 0.5% 1.2% 0.1% _ = = -  
..... ' 

6 Company's dcf,wed 
tax =seis nnd lisbilitics a4 December 31,2001 and 2003 afe fO1lOWs: 

3003 - 26M 
(nnwuotr in fl,ousmds) 

..................... ._  $ 22,860 27,887 
3,611 9,8011 

10,093 11.439 
....................... (8) (8239 

.... (2d.M) (23,898) 
Current defcrrcd wx asset net 12,510 22,414 

- 
Non-cumnr defcmd tax assets (lisbilitics). 

Dcprwiation and amorthation (75,064) (95,*97) 
Unteabzed gains . . . . . . . . . . .  _. (267) 
Net upenting loss carryforwarti ...... 330,545 278,752 

. . . . . . . . . . .  . . . . . . . . . .  (209.214) (14,928! Valuation nllownncc 
lion-current dcfencd iax a s w  net . . . .  ........................... 46,267 36,060 

- 
Set dcfcrrirl tah asset ........... ..................... ,% 58,777 
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A1 December 31,2ooJ, Lhc Company had net opznting 1 0 s  canyfonvardr, for fededllral income tax purposes 
of appmrimakely $856.9 million. l%cse nct operating loss carryforwards. if not utiliuld to mdwe taxable income 
in future periods, will expire in various amounts beginning in 2019 and ending i n  2024. 

In 2002. the Company began to establish a valuation dlowance for deferred faxes (hat reduced its net 
deferred lax wssw. Thc additional allowance record4 was $60.4 millioti and $32.3 million lor 3304 wnd 2003 
res[mtively. As of Dcczmbcr 31. 2004, ne1 deferred tax assew: wt&d $58.8 million. The Company has 
concluded that it is mom likely lban not that the net defeiwl tax asset of $55.8 million will be realized because it 
could u t i l k  tax-plirnninn striiregies to realize !his mount. Ifowever, the Cnmpaiy brlieva illerr may be risks in 
real&& BmOUntS in excess of dB $58.8 million through uliihntioo of avnilnbte m planning suatcgics, 
Accordindy, Utc Curnpuny has cstablishcd a valuation allorvancc lor amounts in excess of $58.8 rniilim. The 
Company's treatment of deferred taxcs iind 11s ~ B X  planning straregies are hased on cenain assumptions that the 
Company bclieves ate reasonable. Howouet. actual results could vary significantly from current assumptiuns and 
could rcsult ill changes lo tlle uccolinling UeatmCni of these ilems, including, but not limited to. the necessity w 
record (1 gxater vdtiiirion allowance. 

6. Oplion Plans -Common Stock mid Stock Options 

Time Warner Teiecom 1998 Employee Stock Option PIan 

Tlie Company maintains an employee stock option pian that mcrvwl 9.027,UOO .;htues of Class A common 
SW to bc issucd to officers nnd eligible eii>ployee.$ under terms aud conuitioos to be set by the Company's 
Uolud of Dirccton. AS of Dcccmbcr 31, 2NW, approximately 5.6 million shsrcs are reserved for issuance upon 
enercise of oulsuiding opliuns uiid npproxmutcly 1.2 million shiues ae availnbie for grant under Ule Time 
Warner Telecoin 1998 Employee Stock Option Plan. Generally, the options v w  orcr periods of up to four years 
and expire ten years from the date of issuance. T h e  options have generally been pinta! IO cniploye~~ of the 
Coinpny at an estimated fair value ai the date of grant, and azwrdingly, no compensation tost hrs been 
rccognizcd by thc Company rzlating to thid option plan. 

Tima Wmwr Telectim 2Mn Employee Stock Plan 

"1% Company mainlains an employcc stock plan that mscrvcd 23.500,OOO shwcs of Clnw A commnn stock 
co be h u e d  pursuant to stock oplions and stock awards &ranted to olficcrn, d u ~ t o r s ,  nnd eligible employees 
under terms and conditions to be set by the Company's Board of Directors. A$ of b m b w  31, 204,  
appioximatcly 13.6 million dims :KC reserved for issunnce upon exercise of outstanding options and 
npproximately 10.1 niiilion shares are available for grant under the Time Wmcr Tclccom 2000 Employee Stwk 
Finn, Generally, the oprions vest over periods of up to four years and expire ten years from thc datc of issuance, 
These options have generally been granted to employees of the Company a1 market value of the ulldeIlying stock 
at the date of pram, and accordinply. 110 compensation cost has been tecogni7d by rha Company relaling to thcse 
options. 

During 1989, the Company gantzd options Lo purchase 100,CM shams o of the option plan. Detbrced 
compensation expcnse of $2,l million was recorded and waq amortirad on a sl  line basis over the four-yew 
vesting period. In each or the years eliding [Xceniber 31, 2003 and ?002. stock comyematioii expense of 
approximately $438.000, aid S525,000, respectivzly, was recorded for snch options and has been reported its a 
component of xlling. gencral, and administrative cxpnsw in the accompanying consolidated statements or 
operations. No expense was recognized in 2004 for such options as these options were fully nmortized in 2003. 

During 2Ml, the Compdny granted resuictcd stock awards aggrrgetin:: 275,000 shares to celfain officers of 
the Company. D c f m d  compensation of S4.0 million was recorded wd is bciiig amortlzcd on a snaight-iiue 
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bask mer the iowyear vesting perid. In 2004, 2003 and 2W2, stock compensatin expense of approximately 
S1.0 miihon wilr recorded in each year for such stock awnrds and is reponed as a component of .selling, g C I 2 d .  
and administrative crx@uses in the accompnnyin: consolidsled stalefflcnls of operalions. 

During 2002, the Company gramcd a restricted slwk award for 25,W shares to an Officer of the (hnpany. 
Defemd compemnsation of 5128.0011 %'as recorded and is b&>g smonized on a swaigbt line basis over the four- 
ycar sesting pcriod. In 200.1. 2003 and 2002, smk compensation expeiisc of approximaLcly $32,000, $32,000, 
and $18,000, respectively, was rworded for such stock awards and is Fzponed as a compnent of .%ding, XCnCnWal, 
and admiiiistralive cxpensc in thc accompanying consolidated statements ofoperations. 

During ZM4. the Company granted a perfom~aoce contingent restricted slcx'k award for 95,000 shares to 
ecmin officers of tbe Company. In 2001, stock compznsation expeme of upproximnrcly $120,W wa. worded 
for such stock awards and is rcporced a$ a component of selling, gcneral, and administroli\re cxpnsc in tbc 
accompanying consolidated siatemcnll of operittions. 

The table hciow summaizes the Company's stock opion activity and relawl information for the y m  
end& December 31,2004,2@)3, and 2002. 

Oprions outstanding at beginning o f  
yccilr,. ......................... 18,634,561 $20.34 17,368,223 $22.91 14,369.786 532.16 

Granted.. ........................ ZS&1,168 5.87 2.,65-8,154 7.30 5,069,566 2.51 
(9.940) I I .Y3 Exercised ........................ (229.8163 2.98 (2M.489) 3.76 

Fo'orfeitcd ......................... (1,623,291) 19.03 (1,177,327) 31.92 (2,061,189) 37.11 
Options outstanding atcnd of ycar . . . .  19,223,622 18.75 18,134,561 20.34 17,368,223 22.91 

Exersisahle at end of yea . . . . . . . . . . .  12,870,733 24.87 10.462.684 27.66 7,160,684 29.46 
- 

Exercise prica for options outslanding and cxercirahle 88 of December 3 I ,  ZOOJ, arc as followr: 

mngee?kemi.w Wccer 

so.76-1.99 ....................... 
2.03-7.25 ........................ 
7.32-1 2-00 ....................... 
12.17-27.00 ...................... 
27.18--87.M) ...................... 

4,032148 4.96 11.24 
2,348.740 6.69 16% 
5,066,777 __ 5.40 48.79 - 

19223,622 - 0.62 ___ __ 18.75 - 

Numblr Avg Snrtire 

1,735,251 S 1.84 
I ,277,042 5.45 
3.N&',SY7 11.70 
1,841,781 16.Sl 
5,006,762 48.80 

12,810,133 24.87 

ExerriSablr I'l'icc 

- 
_===_- 

7. Cornmihnents and Continacncies 

1he.w kases contain renewal clauses. 
The Company iases officc spcs and furniturn, switching facilitiW. and fiber optic use right% Certain of 
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At Deccmber 31, 2004, cornmimenis under capital and non-uincelnble operatiiig lease$ and mnintenance 
agrecmcnts with terms in excess ofone year were 8s follows: 

Year miled December 3 I : 
.................... 

. . . . . . . . . . . .  . . . . . . . .  
......................... 

2009 ................................. 
............. 

Totid minimum lease payments .... ............... 
Less ainount representing interest ................... 

Lass current portion of obligarioils under cupiinl leases 
Resent value of obligations un&r cdpitril leases ............. 

Obligations under ebpital leases, excluding cuinnf portion ....... 

5 2.541 27,547 3.387 

1.079 21,790 3,387 
1.079 19,784 5.387 
1,079 18,107 3,387 
9,975 94,617 51,345 

518,260 206,464 68,280 

z,sm 2 4 . 6 ~  MSJ 

-- ~ 

- =  
7.676 

10,584 
1.387 

- 

As of December 31, 2 W  and 2003. IIEsetS undzr cnpital le= ob~igdlions, which primarily consist of fiber 
optic network components. were 512.5 million and $16.6 million, rcspedively. with relaced accumulated 
depreciation o l  $4.3 million and $9.4 million, rzspcclivcly. Deptrciaiion expense relatcd to meis untler capital 
lcesc obligations were $1.6 million. $2.0 million, and $4.4 million in 2W, 2W3, and 'm2 respectively. The 
obligalions under capital leases have been discounted at an nveraze imputrd inmest rate of 10.6%. Rcntal 
expen% under operating IC- aggregated $34.4 million. $34.1 inillion. and $33.6 million for 200.1, 2003, and 
2uO2, respectively. 

Pending legal pvxixdings we sub.;(iuliatly lirnilrsl 10 litigacian incidental to lhe business of the Compitny. 
In [lie opitlion of managemcnt. thc ultimare nsoiution of lhese mdttcrs will not l ine a material adverse effect On 
*IC Comptiny's financial scsemenls. 

Maagcmci~t  routinely review the Compmy's cxpoau-e to linbilities i n c u d  in [he nornial course of its 
Business opralions. Whwc n probable contingmcy exists ;uul the aniount of the loss can be remxmbly 
csiiniated, the Company rrcords thc cstimntzd liability. Considrrablc judgment is required in analyzing and 
rccording such liabilitie.?, and actual rcsults could I'W from the estimates. 

. . .  
X. Employee Benefit . .  

Hfcctivc January I. ,  1999, the Cumpany adopted the Tim$ Warner Telwcom'401(k) Plan (fie "401(k) 
Plan"). Employees who meet certain eligihility reyirircnicnts miiy conuibute up to 60% of their eligible 
cornpensntion. subject to statutory limimiions. to n tiusi for inseshnenl in s c w m l  divusified invCSIntenl choiccs, 
sr dirccted by the employee. The Cornpiin). makes a matchiug contribution of 100% of ench employee's 
contribution up 10 il niaximum of 5% of the employcc's cligiblc compensation. Contributions lo thc 401(k) Plan 
aggregaed $6.1 million, $5.8 million, a id  56.5 million for 2 W .  2003 mind 202 respectively. 

Effective January 1, 2000, tbe Company adapted the Time Warner Tclccom 2000 Qualified Stock hre11~1se 
Plan (the "2000 Stock Purchase Plan"j. Employees who met certain eligibilit). requirements could elect to 
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dcsignare up to 15% of lheir eligiblc compensation, up lo an annual limit OF $25.000, to purchase rhnns of rhe 
Company's Class A comttioii srwk at a 1 5 %  discount to fair market value. Stwk purchase occurred semi- 
annually, with thc price 1w share e,qualing the Iowu of 85% of the maikct price at the beginning 01 cnd of the 
ofloring period. The Company was authorized to issue a total of 750,000 s h m s  of the Campany's Class A 
common sock over n peiiod of five yea to putkipants in the 2ooO Siwk Purehast Plan, As of December 31, 
2004, Xx13 and 2002. the Company had szietl ZW,000. 150,00[), arid 166,576 shares of Class A wmmm stmk 
under the Zoo0 Stock Purchasc Plan for net proceeds of 5963,tMJU. S285.000 and $222.000, respectively. The 
rt.mJming 42,275 sharcs autborized for 44% 2000 Stock Purdtase Ploli but unissued expired 00 Scptemher 30, 
2ow. 

Effective Octot*tr 1, 2001. fie Company adoptcd the Time Warner Tclccom 2004 Qualified Stock Purchase 
Plan (the "2003 Stock Purchaqe Plm"). This plan is similar to rhe 2 W  Stock Purchase Ran with rcspect tn 
eligibility and the purchase prim for semi-nnnual purchases. The Compcln~ is anrllori~d to i3sUc a totat of 
6W.000 shares of rhe Company's Class A common stock over a period of three years to participants in the Z W  
Siwk Purchase Plun. As of Dcccmhw 31,2004, no shares had been issucd under the 2004 Stock Purchase Plan. 

9. Quarterly Wcs~clts of Operations COnendited) 

The following summarizes rhe Company's unaudited qulrr(Ea1y results of operainns forZUU4 and 2003 

ThrrrMaoothr *u l rd  
(amwill3 bi t l~uSa& E%eLQt pu SlhLLIc UniautlU) 

March31 Juou 34 Scphmber 30 D c w b e r  31 -- 
Year Wed DilccmtKf 31,2001 

Total nvenue ................................... $161,649 162,826 160.588 168.0% 
Opu-aiing income (JOSY) ........................... (4,793) 634 (3,148) (9,8961 
Net loss ........................................ (38,831) (27,158) (30,903) (36.145) 
Bmic mil diluted loss pr wminon share .............. $ (0.34) (0.23) (0.27) (0.31) 

Year Ended December 31,2M)3 
Total te\'enoe ................................... S165.013 162,172 172.428 169.378 ........... . .  
Operating incnmc (loss) ...... ( 5 , W )  (4,201) 18,227 (14'2) 
Net loss kfon! cumui;rti\c etieect of change in accounl 

principle ........................... (30,384) (29,001) (5,658) (21,328) 
Set loss . . . . . . . . . . . . . . . . . . .  $ (33,349) (29,001) (5,658) (21,3283 
Bacic w d  diluted loss pcr common share before 

cumulative effect o l  change in accounllng principle ... (0.261 (0.23 (U.05) (0.19) 

The tom1 net loss per share for the 2O(W and 2005 quanerr do not equal net loss p c ~  share for 010 respective 
year; as Ihc pes share mo~iiits for cach qunncr and for cach year arc computed bawd on lheir respective diserctr 
periods. 

10. Supplementrl Guarantor lnfonnation 

On February 20, 2004, Holdings (%suer") issued $440 million in Senior Notes consisting of $240 million 
principul amount of Second Priority Senior Secured Floating Rate Notes due 2011, and $200 million principal 
amount of 9!4% Senior Notes due 2014. The.% nom are guaranteed by the Company ('IPmnt Guarmor") and 
its subsidiaries und Holdings' subsidiwies C'Comhincd Subsid+ Guarantors'?. The guamntces are joint and 
sTveral. A significant arnokint of the Issucr's cash flow is generated by the Combined Subsidiary Guarwm.  As a 
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mu$, funds necessary to meet the Issuer’s debt scrvice obligatioas =e plorided in l ~ g c  pm hy dishbutions or 
advances from the Conthined Subsidiiuy Guarantors. Under certain circumsmices, wntmctml and Icgal 
restrictions as well as the Company’s fillancia1 condilion and opcrnting requirements and tho% of the Company’s 
subsidiaries could limit the Irsuu’s ability to obrain caSh for the purlme of meeting its debt service obligation$, 
including the payment of principal and interest on rhe 201 1 and 2014 Notes. 

The following information se(3 fonh the Company’s Condenxd Consolidating Balance Shects 119 of 
Dcoember 31, 2004 iutd XX13, Condens& Consolidating Srarcrnents of Operarions for the years ended 
Dcwmber 3 1,2004,2003, and 2(M2 and Condenscd Consolidaring Statenicnts of Cash Flows for cbe yeam e n h l  
December 31. 2004, 2(N3, and 20M. 
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Cunvidtsaels: 
Cash wii msh equivrleols . . . .  5 152 330.661 
rnucsimenn ............... ?B,R34 278.620 
Receivables, net.. ................... - 66 
hepaid cxpcnres and other currenr 

assets ........................... 2.R?X 7,765 
................ 5.685 6,825 LX-fmed OmImc issei - 

32,499 423.937 

Pmpcrty, plimt and cquipnmt, net . . . . . . . . . .  - 46.497 

14,642 31,G25 - I Gmdwill . . . .  

arnortiiittioii 11,476: l3.1S1 
$ 1S.619 515,240 

. . . .  

__- - 
Qinmt libiliues: 

RCZOUII~S Ixyable ................... $ - 1,891 
Olhercurrcnl linbilirier ............... 35,241 44,481 

fl.886,573) - 29,672 
Total current liabiliiiec . . . . . . . . . .  i1.851.332) 76.W 

Imxs in subsidiary in exxcess of iilvestinen: . , 741,")? 345,438 
Long-term debt and capiial leilw obligations . , XoU,OoO 440,915 

lntsrcompany payable (reccivnble) . . , . , , 

0 1 k r  loiig-.-rcm liabilities - - 
Smrkholden' equity (deficit1 . . . . . . . . . . . . .  567.158 (317.1573 

. . . . . . . . . . . . . . . . .  

Tnttil fiabiiiiics and stockholdms' 
equiry (deficit) . . . . . . . . . . . . . . .  $ 58.619 515.2JD 

1761) - 
15.4491 

2,495 

47.?25 

1,256.595 

76,775 

1.116 
1.331.729 

- - 
~ 

- 

- - 
40,613 

159,514 
1,856901 
2,057.028 

8,182 
7,443 

174 1,074) 

1.331,7?9 

I__ 

- 
- 

~ 

__I_ 

- L30,052 
- 302,454 
- 45ss7 

- 13.088 - 12.510 

- 503.661 

- 1,303,052 

- 46367 - 26.773 

- 25,195 
- l.905.588 

-- ~- 

~- 
~~ 

- 42,501 - 239,236 

- 281.740 

(1.088.Ull - - 1,249,197 
- 7,493 

1,088,231 367,158 

- 1.905.588 

- I -- 

-- 
-- 
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ASSETS 
Current iv~sets: 

Cash ;md cab wuitalentr ......... $ 10.959 342.216 
~~~ .~ 

Invusiments .... 14,172 1$1,389 
Receivables, nct ........ 49 123 
Picpaid expenses ltnd orliex 

1.300 6,312 
Deferred inconic lases 17.322 5,092 

43,802 465,132 

Propcny. ploni and equipment, lie1 , , . - 64,325 
Defcned iiiconie taxi's . . . . . . . . . . . . . . . .  2,845 33,215 - -. 

. . . . . . . . . .  14,?05 9A:U 

5 61.352 572140 
7 

- 353,032 
- 125,561 

42.797 - 42,969 

(143) - 

2,899 - 10,511 
- 22,414 
- 554,487 

I ,298,924 - 1,363,247 
- - 36,060 

26.773 - 26,773 

-- -- 45,543 

1,141 - 25,316 

1,372.391 - '2,005.883 

Cumcnt iirbilhies: 
,kccounts payable - 1,137 38,959 - 40,096 . . . . . . . . . . . . . . . .  S 
Other cuneni liiihililies ........... 34,916 41,855 180x2 - 257,593 
Intercompany payable - I (receivable) .................. (I,SS2.049) I%%'? 1,747.540 
Current poirim debt and c a p M  lease - 58 467 - 525 

. . . . . . .  - 298,214 Tom1 cuircnt liabiluies (1,847,133) ___I 177,SE;9 1,967,758 

(ss1,210) - 

obligitions - ................... 

Losses i s  subsidiary in excess of 
invcame,nt ....................... 610,686 280,524 

Inng-term debt and capital leilse ....................... 6,820 - 1,1703,353 

Stockholders' equity (deficit1 . . . . . . . . . .  497,799 (2B2.536) E) 891,210 497,799 

obligstions 8 ( x ) . ~  396,563 
Othw long-term liabiliries - - 6,487 - 6.187 . . . . . . . . . . . . .  

'Total lmbili~ics and 
siockholden' equily 
(deficrij % 61,352 1,372,391 ~ - 2.005,883 . . . . . . . . . . . . . . . . .  =_=- 



Costs and ex1m.w: 
Operating, selling, general and administrative . . .  - 123.195 316,407 
Depmciotion. amorrizatiim and wcrc~ion - ?X,744 201,944 

.... - (351,939) 151,939 -- Corporate expense allocution 
............. - - 670,290 Total cost~ and expenses 

operacin5 lo'is ...... ................. - I (17.203) 

-- 

Iiiteirst cxpense, net . . . . . . . . . . .  . (81,485) (29.085) (5,3311) 
Intcrcsr expose allocation ..... . 80.775 29,085 (109,860) 
Invcstnie,nt gain 710 

I~icomc tax e x p s c  ........................ 186 450 

- I - _ _  .. . . . . . . . . . . .  
Loss kforo inuine lax&$ and cyuily in 

undislrjbuted losscs of subsidiaries . . . . . . . . . .  - - (132,401) 
- 

-I__ 

Net l w s  before cquitg in uiidirtributed losses of 
. . . . . . . . . . . .  (186) (450) (132,401) subsidiaries . . 

Equity in undtstrlbutad losaesofsubsidiarizs . . , , (132.851) (64.171) - 
..... . . . . . . . . . . . .  $(133,037) (M.621) (132.401) 

_ _ _ _ _ -  
=- Net loss 

439,602 
230,688 

- ___ 
670,290 - 

(133.017) - 



TIME WARNER TELECOM IXC. 

NOTES TO CONSOLIDATED AND COXDEXSED FINANCIAL S T A T ~ M E N T S ~ C o n i j ~ ~ ~ )  

TIME WAKUER TELECOM WC. 

CONDESSED COXSOLIUATING S T A T 9 3 ~ N T  OF OPERATIONS 
Year End~ul December 31,2003 

Total revenue .......................... 
Costs and cxputsa: 
Operating, selling, gciizrul aid 

adminisrraiirc . , . , . . 
Depreciation. amoriim 
Corporate expense allocation 

TotUJ casts irnd expmes 

Operating income ....................... 
Interest cxpcnm, 
lriicrcsi allocaiioi 
Investmen[ Iossos, . . . . . . . . . . . . . . . . .  
Lo% before income taxes and y u i ~ y  in 

undialribuad lusscs of nubsidiuirs . . . . . . .  
Jncome tax expense ..................... 
Net loss before equity in uridisvibuted lows 

vf subridiarics and cuinmula[ive effiu of 
change in accounting principle ........... 

subsidiuics .......................... 
Equity in undistrihutrd losses of 

Net loss hefore cuinul2Jive effect of change in 

Curnu!ative effect of c f m s  in ;Iccoenling 
principic ............................ 

Net loss . .  

awoanting principlc . . . . . . . . . . . .  

F -  - 669,591 - 

__ 125,072 312,175 - 
I 32,563 191,341 - 
- (157,635) 157,635 - 
- - 661,151 - 

I 8,440 
(80.561) (13,160) (4060) I 

76,570 13,160 (89.730) - 
3,994 - - 

- _I (85.350) - 
- 9?5 46 

-___ I_ -  

---- 
- - 

_ _ _ _ _ - _ _ I -  

~ _ _ _ _ _ - _ _ _ _  

- (975) (85.396) - 

(89.3’36) (37,998) _I 127.334 

(89,3361 (18,9731 185,396) 127,334 

~ - - -  

S(89,33G) (38,973) (88,161) 127.334 ~ _ _ - _ _ _  ~ ~ - -  

669,591 

437,247 
223,904 

661,151 

8 ;J40 
(97.784) 

__ 
- 

3,994 

(85.350) 
1,021 

~ 

(86.371) 

- 
(86,371) 

2,%S 
(89,336) 
- 
___ 
~ 
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(iuunuuats in tln-ds) 
- 695,574 - Total revenue . . . . . . .  . . .  % - 

Gxts and expenses: 
Operating, selling, genu& and administrstivl: .... - 133,352 373,006 - 

- 45,510 191,803 - 
- (178,862) 178.862 - 
- - 2 t2.667 - 

- - 956,335 - 
- - 060,761) - 

(81,891) (20.974) 1,431 - 

.............. --- 
--- 

- Intcrrscallocation .......................... 85,131 20,974 (106,105) 
lnvwlnient losses, net . (3,240) 

L m s  before income tilxcs and equity in 

Lnconte fax erpensc 
Net loss before cquity in undistributed Iosscs of 

- - - .... . . . . . . . . . . .  
- I _ _ ~  

- - (365,435) - undirtriburzd l o s ~ s  of aubsidiarie? . . . . . . . . . .  
- - ... . . . . . . . . . . .  - 600 

_I_-- 

_- (6001 (365,435) - subsidiaries . . . . . .  ...... 

695,574 

506,358 
237,310 

21 2,667 
956.331 

(260.761) 

(101.434) 

- 
- 
- 

- 
13,240) 

(365,4335) 
(to0 - 

(366,035) 
- F.qui1.v i n  undisliihuied 1usszs of subsidiaries .... (366.0353 (208.6J9) __ 574.6W ___ --- 

Neiloss .................................. $(366.035) (209.249) (355,4353 574,684 (366.035) 
=====.===-T=== 



Cash flows from operating mivities: 
Xet loss .......................... . . $(133,037) (64,621) (132,401) 
Adjustnientr. tn reconcite na loss w nct cash 
provided hy (used in) operaring activities: 

Intercompany change . . . . . . . . . . . . . . . . . .  (3,360) (104,837) 305,219 
Amoriizatioir nnd inqmimenr of deferr&d 

Dcprmiation, amrntirauon, and aczreiion . . - 28,744 20 1,944 

- debt issuc costs ......... 2391 10.463 
- ................... __ 1,164 

Changes in operating 83sm an 131,170 62.379 (217,967~ 

activilizs ........................ (3,546) (67,872) 157,959 

Capital cxpenditurcs . . . . . . . .  - (8,JIR) (159,411) 
Purchases of investinen s . . .  (37,1362) WB.086) - 
Proceeds fmm nraturiiies of investments . . . . .  28,200 344,955 - 
Othcr invcsring activities . . . . . . . . . . . . . . . . . .  752 - 2,100 

lavcrtmcnt gain% net 17 1 0) 
S m k  based comprnralion . . - 

-- 
Net cash (uscd in) provided by operating 

~- 
Cash flows from investing activities: 

-- 
Net cash us& in investing activities . . . . .  (8.91o) (172,549) (157,311) - _ _ _  

Cash flows fmtn firmicing iicrivitier: 
Set pmeedi from issuance of debt - m,a58  - 
Repayment of dehr - (396.000) - 
Kei procralr from issuance o common stoc 

686 - - 
pnrcreda from issiium of common stock 

in coiinrction with the employee stock 
- - purchase plan . . . . . . .  963 

......... - ('3%) (1,266) Payment of capitltl leiire obtgations 
__I- 

Net cmh provided by (umd in) financing 
1,649 28,866 (1,266) -- 

Decrease in cash and ciisb erluiv8lenrs (10,807) (211.5S5) (618) 
Cash and sash equivalents at beginning 

....... 10,959 342,216 (143) 

Cash and cash equivalents 31 end of 
$ 152 130,661 (761) 

~- 

=== 

197,022 (133,037) 

230,688 
- 

12,854 

1,164 
(24.4183 

86.541 

(167,829) 
(546,948) 
373,155 

2,852 

(7 1 01 

i___ 

- 

- 
(338,770) ___ 

425,S58 
(396,000) 

686 

29,249 
(222,980) 

353,632 

130.052 

- 

- 

___ - 
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TIME W'ARYER TBLECOM ISC. 
SOTFS TO CONSOLIDATED A M  COXDFdVSEV FIKAXCIKL ST,k'rm.\'T(jiContinued) 

T W E  WARNER TELECOVI ISC. 
COX1)IINSFD COXSOIJDATiNC STATEMENT OF CASH FLOWS 

Year E~idcd December 31,2003 

Nct loss . . . . . . . . . . . . .  . . . . . .  S(89.336) (38,973) (88.363) 127,374 

Dcprcciation, amonization, and accrccion - 32,563 191,341 - 

Ainortizitiou of clefuxd dchl issue mts  . . .  2,392 1.122 - 

Investment @ins, net . . . . . . . . . . . . .  (3,994) - - I 

Stock based cornpziis8 - 1,481 - 
net or the 6Efm ni acquisitions . . . .  (15.804) 10,612 (10,721) I 

activities . . . . . . .  ...... (6,670) 10.237 120.044 __ 
Capital cxpndi ium . . . . . . . . . . . . . .  - (11,867) t r  14.S30) - 
Pnrchiisen of iiiveSIlImls . . . . . . . . . . . . . . . . . .  (23.395) (237213) - - 
Proceeds from iwiturities ofinvcstin~iits . . , . . 9.123 125 871 - - 

Adjustments to rcconciie net loss io nct cash 
pr3vidcd by tused in) operdtiBg activiiics: 

1nrc1'cwmpaiiy chitnge ........... Io(j,O7? 3,923 23,339 (127,331) 

Cumuiative effect of change in accounting 
........ . . . . . . . . . . . . .  - principle - - 2,963 

Chnnger io r?pemring assets anti liabilities, 

Net cash (used i i t )  providcd by opra in8 
-_---  
-_I-- 

Cash nos,s fiom inresiinz actiuiticy 

. ~ 

. . . . . . . . . . . . . . . .  Pnxacds from s a k  of meis 4,397 - 176 - 
- ~ - I _  

- ? k t  cash used in iiivcsiios t a iwes  . . . . . .  (9.T15) (126,256) (114,(154) ---- 
Cash flows fmm firiancing acii\*ities: 

....................... Repiyment of dcbt I t24 .W) - - 
Yet pruce& froin issuance of common stwk 

q m n  rxercisc of strxk options 2.287 - iI .48 J )  - 
liet proceeds from issuance of common sro& in 

connecuon with tile employs stock punhaw 
plan ................................. 285 - - - 

............ 

. . . . . . . . .  - - - (3.455) Payment of mpiial lease obligntions I (32) s) 
_I__- 

?& C a b  provided by (used in) financing 
......................... - (26.x4) aciivitizs 2.572 (24,032) (9,YoJ) 

quisnlonrs (1 3373) (1'10.031) 486 - (153,928) 

year 24,832 482,257 

----- 
ii)Ccreasc> incrcaso in cash and Cush 

Cush and ash equivalmrs at beginning ol  

Call and cash equivalents at oiid of 

....................... 

............................. (629) _I_ - 506,460 
--_I_ 

year ............................. 5 10,959 342,216 (143) - - 333,031 ==--= 

(S9,33G] 

223,904 

4,514 

2,965 

1.48 I 

- 

(3.994) 

(15913) 

123,621 ___ 
(129,697) 
(260.308) 
134,947 

4,573 
- (250.655) 

(24,(rOo) 

806 
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TIME WARhXR TELECOM XXC. 

NOTES TO CORSOLIDATED ASTI CONDENSED PfXANCBL S ~ A T E ~ E ~ ~ ~ u n t i n u ~ ~ )  

TIME WARSER TELECOM WC. 

CONDWSED CONSOI,IDATING STATEMEKT OF CASH FLOWS 
Year Ended December 31,2002 

CotnMnrd 
Parent Sulaidbn 

Guorsator Lauw Gunrmtorr Wimimlionr Consolidaxed 
(anwosb In Ihars"d3 

Cash flows from operaling aclisities: 
Net loss .... . . . . . . . . . . . . . . . . . .  S(366,03j) (209,249j (365,435) 574.684 (364,035) 
AdjWRlCilis m reconcile nct loss ((1 net cas 

provided by (used in) 
Depreciation and amortizd - 45,510 191.80(1 - 237,310 

Amoitirarion md impairm 

Impairment of a s w s  

Interconipany change ... . . , 347,224 192,324 35,136 (574,6841 - 

inwe COS% , . , . , , . 2,392 4,134 - - 6526 

(694) 
- 3,240 

charge I 

Investment losscs: net . . . , .  , . '  3,240 

impairment of asset3 . . , . . - - 212,661 - 212,667 

- ............ (694) - 
- - 

Stock hassd wmpen$nsntio - - 1595 I 1,595 

Changes in oprrtdng 37,644 (71.863) 1J76 - (33,043) 

Net cash pr0vidGd by (uscd in) operalin:: . . .  ........................ 14,465 (39,11$) 76,245 - 61,566 ~ - - -  aCllV11123 

Cash flows from invcsiing activities: 
Cqpital expentlirures ..................... 
Purchaser of iiivesnncnts . . . .  
Yroccedds from miilwilies of inv - 27,000 - 
Proceeds from sale of as.sets 

- (28.932) (75,899) - - (8.546) __ - 
- - 2,412 - 
- (IO.4781 03.487) - 

- 216.770 - 

- 
. . . . . .  --- 

..... --- Net c x h  used in investing actisitics 
Ca& flows from financing aciivities: - Net proceeds from issuance of debt . . . . . . . . . . . .  

Nct prvcaeds from ismince of comnxm slock upon 
cxmrcire of stuck oplinns . . . . . . . . . . . .  

Net prweeds from issuance of common sLock in 
connulion with 1112 empioycc ruck purchmc 

- - Repayinznl of dibt . . . . . . . . . . . . . . .  - (50:WO) 

- - - 145 

- - - plan .................... 222 
I_ - (3.878) - Paymcni of capital 1c;ue obiigati 

--I__ 

Net carh proridrd by (uscd in) financing 

Inware  (decrel~x) in cash, cash equivalents 
uid cash held io esc~uw . . . . . . . . . . . . .  

Cash and carh aiuivalentr at bcginning of 
yccitr ....... . . . . . . . .  - 365.109 49 I 

Cash and cash equivalent? at end of yeiu .... $ 24,832 482,257 (629) 

- ___-- 367 166,770 (3,878) - 
24.S32 117,148 (1,120) - 

- --- 
- 

I'-31 

(104.83 I )  
(8,546) 
27," 
2,412 

(83,965) 

z i s m  

- 
- 

(50,OOOj 

I45 

222 
(3.878) - 

163.259 

140.860 

365,600 
Sofi,460 

__ 

- 
____ - 



TIME WAllhER TEI.ECOM INC 

NCJTSS TO CONSOLID AFCD AUD CONDENSED PLlrANCIAL S T ~ T E ~ ~ T ~ ~ o n t i n u ~ )  

11. Suhsequent Evens 

On F‘ebruar). 9, 2005. the Company’s wbo1lya:viicd subsidiaiy, Time Warner Telcwm Holdings Inc. 
(“Holdings”) isrucd an additional ‘$200 million in 9 ’/a% Senior Noms due Februaiy IS. 23014 (the ”20t4 Note!?), 
The 2014 Soles SIC unqecured, unsubordinawd obligations of Holdings and .wz guruanlzed by the Coinpany and 
cmmin of i ts and Holdinss’ subsidiaries, subject M certain limirs. Pmecds from the finencing will be U S M I  for 
lurure ca+d expenditures. Irntncdialely following fhe finalicing, the Company called fvr the Rclomption of $%!I 
million 0 1  i t s  Y 8 &  Senior Sores due July 15, 2008. Approximately $210 million of cash on hmd was used to 
ruidcem $200 million aggie@ate principal :mount at a redemption price of 103 5‘4% plus accrued interecr. 
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TIME WARNER TF.I.L.:COM L1.C 

SCHLSDIJLG 11-VALUATION ANI) QUALIFYING ccouxrs 
Years Ended Deeembcr 31,2001, u)o3: nnd 2001 

For $ha Year cialcd I)eceinbex 31. 2003: 
Allowance for doubtful aCEMinW receivable 

For rhe Ycar cndd Deceinbcr 31,2002: 
Allowance for doubtful accounts rwcivabie 
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